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a characteristic of the Ameri- 

can productive system. The 
ears of great industrial progress 
rere likewise years of labor dis- 
irbances which ranged from minor 
isputes to major outbreaks border- 
1g on civil wars. The records show 
1at the least number of disturb- 
neces came when the curve of gen- 
ral business conditions was at its 
ywest point, while, conversely, the 
ising curve of general business was 
signal for industrial disturbances. 
Efforts have been made from time 
) time to effect better relations be- 
ween labor and management, which 
, an altogether desirable goal not 
nly from the standpoint of the dis- 
utants but from that of the public 
s well. Problems of labor and man- 
sement in peacetime or in war are 
1e same; the emphasis and the re- 
tionships, however, are frequently 
aanged. The losses to the parties 
nd to the national economy as a 
ssult of inharmonious labor rela- 
ons are increased manyfold over 
2acetime losses when the nation be- 
ymes involved in a war. The prob- 


[ = chara peace has hardly been 


*This is the first of two articles deal- 
g with problems of labor and in- 
istry in wartime. This article sketches 
e history of the governmental agen- 
es which handle the problems and 
e most common disputes, other than 
ages. The background is presented in 
me detail in this article, which will 
so serve to introduce the second 
ticle, which will deal with problems 
' wage stabilization. 


lems created by the present war are 
the old ones stepped up, together 
with some new ones. The govern- 
ment was obliged to deal with labor 
relations by means of certain meas- 
ures, some of which were of an 
emergency nature, in World War I. 
Certain boards and commissions 
were set up then to handle the is- 
sues. The same is true today. The 
issues in World War I were handled 
rather cautiously at the outset be- 
cause of a lack of clear-cut policies. 
The same applies today. Policies 
obviously cannot be clearly set forth 
when the full scope of the problem 
is unforeseen. Likewise, the present 
governmental agencies have had to 
move with a certain degree of hesi- 
tation until the issues began to be 
partially clarified. 

An analysis of the efforts to main- 
tain industrial peace under the 
stresses of a war economy demands 
some consideration of the practices 
and policies of the agencies charged 
with this responsibility. Since some 
of these agencies inherited a certain 
amount of responsibility from im- 
mediately preceding agencies, it is 
well to examine the latter. The 
agencies were largely a product of 
a more or less acute situation. They 
were not a result of a deliberate, 
carefully worked-out study of what 
was needed, but came as a result of 
severe need which was accentuated 
by most abnormal circumstances. In- 
deed, it is fairly certain that the 
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body does not now exist which will 
ultimately be the court of final sanc- 
tion for handling labor problems. 


The National Defense 
Mediation Board 


Labor-management relations in 
this country were none too smooth 
prior to Pearl Harbor. It became 
apparent that the attempts at re- 
armament were being seriously 
hampered by the usual labor dis- 
turbance of strikes in their many 
forms. The President, therefore, set 
up on March 19, 1941, the National 
Defense Mediation Board, for the 
purpose of dealing with labor dis- 
putes that threatened to impede the 
defense effort. The Board was es- 
tablished nine months after the be- 
ginning of the defense program, 
during which period the need for a 
mediation board was clearly seen as 
imperative. The Board functioned 
until January 12, 1942— about one 
month after the United States en- 
tered the war—when the National 
War Labor Board was created by 
Executive Order. 

In the ten-month period from 
March, 1941, to January, 1942, the 
sharp upward swing of industrial 
activity, which brought with it rises 
in the cost of living and concurrent 
demands for wage increases, served 
to emphasize the maladjustments 
between labor and management 
throughout the country. The number 
of strikes increased from 147 in 
December, 1940, to 316 in March, 
1941. The number of man-days 
of idleness due to strikes rose from 
458,314 in December, 1940, to 1,543,- 
803 in March, 1941. Some of the 
strikes in this period were in a sense 


extraordinary in that the large num- 
bers of men involved tied up great 
industries engaged in the war ef- 
fort. The situation was dramatized _ 
by rioting which occurred in con- 
nection with stubborn strikes, such — 
as that of 14,000 men in four vlantall 
of the International Harvester Com- — 
pany, 7,500 men in the Allis-Chal- ~ 
mers plant in Milwaukee, and others 
in the big Lackawanna plant of the — 
Bethlehem Steel Company. Other — 
large plants, such as the River © 
Rouge plant of the Ford Motor — 
Company and similar plants engaged q 
in war production, were threatened 4 
with strikes. Such practices called 
for forceful steps. 
The National Defense Mediation 
Board was created to adjust and 
bring about a quick settlement of 5 
disputes in defense industries. The a 
Board was to follow certain orderly — 
steps of (1) mediation in promoting i 
collective bargaining between the © 
parties before the Board; (2) if this — 
failed, then voluntary arbitration; — 
and (3) if both failed, the findings — 
of fact to be made public “. . 
whenever, in the judgment of the — 
Board the interests of industrial 
peace so require.” Disputes were — 
handled by the National Defense — 
Mediation Board only after the ef- — 
forts of the United States Concilia- — 
tion Service (an adjunct of the 
United States Department of Labor) — 
had failed to settle them. This Board 
was originally made up of 11 mem- 
bers—4 from management, 4 from 
labor, and 3 representing the public. » 
During its brief lifetime, it handled : 
118 cases involving 1,191,000 work- — 
ers and settled 96 of the cases. Of — 
these 96 cases, approximately two-_ 
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Firds were settled by agreements 
eee the parties—that is, by 
nediation. 

| The Board followed two principles 
a labor cases: (1) that agreement 
Jetween the parties was the most 
jatisfactory method of settling dis- 
jutes, and (2) that union security 
fhould be guaranteed and protected 
/gainst employer hostility. The 
board avoided (1) any positive 
tand on an all-union closed shop, 
Ind (2) a specific wage policy. It 
jollowed a policy of considering the 
ases in the light of competitive con- 
fitions in the industry, the cost of 
iving, and the ability of the indus- 
cy to stand a wage increase. The 
emise of the National Defense Me- 
iation Board came when John L. 
lewis refused to accept its decision 
a the Captive Coal Mine Case and 
he C.I.O. members of the Board 
esigned. 

' After Pearl Harbor, it was at 
mce apparent that machinery was 
ecessary which would operate with 
‘reater speed in settling disputes. 

| The President called a conference 
f labor and management on De- 
ember 17, 1941, and a quid pro quo 
greement was made, in which the 
arties agreed that there would be 
o strikes or lockouts for the dura- 
ion of the war, that all disputes 
vould be settled by peaceful means, 
nd that the President would set up 
Board to carry out the arrange- 
nent. Accordingly, therefore, the 
resident created the National War 
abor Board by Executive Order 
017 on January 12, 1942; this new 
gency took over the unsettled con- 
-oversies of the Mediation Board. 


| 
| 
| 
: 
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The National War Labor Board — 


The Board as presently consti- 
tuted consists of 12 men, 4 each 
from labor, management, and the 
public. Both the chairman and the 
vice-chairman are appointed by the 
President from the group represent- 
ing the public. Four alternate mem- 
bers are chosen for each group and 
a quorum exists when each of the 
three groups has two members pres- 
ent for a hearing. The Board was 
established “. .. for the peaceful 
adjustment of labor disputes which 
might interrupt work which con- 
tributes to the effective prosecution 
of the war.” 

The procedure as outlined in the 
Executive Order provides (1) that 
labor and management shall follow 
the procedures set forth in a collec- 
tive-bargaining agreement; (2) that 
if the dispute is not settled in this 
manner, then the Commissioner of 
Conciliation of the Department of 
Labor shall be notified if the Con- 
ciliation Service has not already 
intervened; (3) that if the case is 
not settled by conciliation, the Sec- 
retary of Labor shall certify the dis- 
pute to the Board, provided, how- 
ever, that the Board, at its discretion 
and after consultation with the Sec- 
retary, may take jurisdiction of the 
dispute on its own motion. After the 
Board takes jurisdiction of a dispute 
it may dispose of the case under 
rules set up by itself. The Execu- 
tive Order which created the Na- 
tional War Labor Board was spe- 
cific in pointing out that nothing in 
the Order was in conflict with or 
superseded the provisions of the 
National Labor Relations Act, the 


Railway Labor Act, or the Fair 
Labor Standards Act. 

While the War Labor Board was 
not to trespass on the jurisdiction of 
the other Boards it was authorized 
to make a “final determination” of 
all labor disputes, using both media- 
tion and arbitration methods. The 
fact that the Board may take juris- 
diction over any dispute and is 
charged with the responsibility of 
“final determination” authority car- 
ries with it the corollary of strong 
powers in enforcing its decrees. 
Such power was evidenced in sev- 
eral instances in which concerns 
were seized and operated by the 
government. 

The War Labor Board had a 
rather auspicious beginning. It had 
learned some lessons from the ex- 
perience of the National Defense 
Mediation Board; it had the volun- 
tary agreement of labor and man- 
agement to a no-strike pledge; and 
it had substantial support from the 
public, who wanted to see an end of 
strikes and an uninterrupted produc- 
tion and flow of goods. These facts, 
coupled with its added power and 
authority to settle disputes, gave it 
a head start over any former Board. 
Its greatest handicap was the lack 
of a prescribed policy, legislative, 
executive, or administrative, on the 
two most controversial issues in the 
entire labor field, viz., wages and 
union security. In the absence of 
policy the Board began to handle 
cases strictly on their own merits, as 
had been the policy of the National 
Defense Mediation Board; it main- 
tained that no decisions it made 
should be regarded as constituting a 
policy for future cases. 
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It should be noted that in the 
period from January to October, 
1942, the activity of the Board was 
entirely confined to the maintenance 
of industrial peace. The wage-sta- 
bilization aspect was not a part of © 
its work until after October 3, at 
which time it became a part of the 
joint responsibility of control over _ 
wages and prices. However, during _ 
the period from January to October, — 
1942, the Board did handle certain 
wage cases. The decisions indicate 
that no general policy prevailed and — 
that the Board was obliged to feel 
its way along in an effort to estab- 
lish a pattern for a national wage — 
policy. The first wage decision han- _ 
dled by the Board (Aluminum Com- — 
pany of America, Case No. 66, © 
February 10, 1942) changed the dif- 
ferentials between wages in the 
North and South and set up a wage- © 
inequality yardstick for guidance in 
wage disputes. Likewise, the Board ~ 
took into consideration the ability — 
of the industry to pay, especially 
when the minimum level of wages 
was corrected to a level of health — 
and decency. The decision showed — 
that wages would be raised to cor- 
rect substandard conditions, and 
also that highly paid workers could 
not expect day-to-day increases in 
their wages to keep pace with a 
rising cost of living. % 

The Board also made it clear that — 
the waiving by the unions of the 
right to strike did not mean that — 
wages were to be frozen, inasmuch 
as a wage freeze would be “. . . im- 
properly to deny the benefit of col- 
lective bargaining to the employees” 
(St. Louis Smelting and Refining — 
Company, Case No. 9, February 19, © 


942); that prevailing wages else- 
vhere in the industry as well as in 
he local area should be considered 
a each case; and that if a labor 
ontract should freeze wages for the 
juration of the contract, the Board 
rould not act unless both parties 
greed to a change in the agreement. 
Postal Telegraph Cable Co., Case 
Yo. 86, March 25, 1942) 

|The wage-stabilization message 
£ the President to Congress on 
\pril 23, 1942, was an aid to the 
soard in developing a general pol- 
by. The President said, “To keep the 
ost of living from spiraling up- 
rard, we must stabilize the remu- 
eration received by individuals for 
veir work.” He also directed the 
soard to “. . . continue to give due 
onsideration to inequalities and the 
imination of substandards of liv- 
ig.” These generalizations required 
iterpretation by the Board. By im- 
lication, the former cost of living 
nd the ability of the industry to 
ay were to receive little emphasis 
r even be omitted entirely. 

_In the succeeding weeks the cases 
rere generally considered under 
1ese broad, indefinite policies. The 
ittle Steel cases served as the most 
gnificant policy-forming cases of 
ie entire period (Bethlehem Steel 
orporation, Republic Steel Corpor- 
tion, Youngstown Sheet and Tube 
ompany, Inland Steel Company, 
ases Nos. 30, 31, 34, 35, July 16, 
42). In the decision, the Board 
stablished -a policy in which the 
»st of living is the deciding factor 
_ evaluating claims for wage in- 
-ease. The Board said: 

For the period from January 1, 1941, 
May 1, 1942, which followed a long 
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period of relative stability, the cost of 
living increased by about 15 per cent. 
If any group of workers averaged less 
than a 15 per cent increase in hourly 
wage rates during or immediately pre- 
ceding or following this period, their 
established peacetime standards have 
been broken. If any group of workers 
averaged a 15 per cent wage increase 
or more, their established peacetime 
standards have been preserved. 


The so-called “Little Steel For- 
mula” has held despite the vigorous 
assaults of proponents of wage in- 
crease. The relationship between 
wage rates and living costs is theo- 
retically sound, but in practice its 
workability depends on the ability 
of the control agemcies to keep the 
relationship the same. Higher living 
costs and higher wage rates are 
both a cause and an effect of one 
another. If wages should be in- 
creased on the basis of higher living 
costs, the problem would not be 
solved but only aggravated. Infla- 
tion would not be controlled, labor- 
ers’ real wages would not be pro- 
tected, and the problem of restoring 
a balance between prices and wages 
would. be impossible of solution. 

The cost-of-living controls of Oc- 
tober 3, 1942, and the subsequent 
Executive Orders did not freeze 
wages, as is sometimes believed, but 
they did change the cost-of-living 
yardstick which the Board had set 
up in the Little Steel cases in set- 
tling wage disputes, by prohibiting 
any increases in wage rates over 
those which existed on September 
15, 1942, “. . . unless such increases 
are necessary to correct maladjust- 
ments or inequalities, to eliminate 
substandards of living, to correct 
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gross inequities, or to aid in the 
effective prosecution of the war.” 
This statement, essentially, estab- 
lishes the criteria for wage adjust- 
ments. The Board has been obliged 
to define and delimit the meaning of 
the terms, which it has done with 
considerable success. The powers of 
the War Labor Board are now as 
broad as the economy itself and, 
since the passage of the Smith- 
Connally act, the Board has legis- 
lative powers greatly in excess of 
those granted by Executive fiat. 

Executive Order 9250 of the Pres- 
ident, issued on October 3, 1942, was 
a very significant one. This order 
was issued pursuant to an Act of 
Congress of October 2, 1942, where- 
in the President was “. . . author- 
ized and directed, on or before No- 
vember 1, 1942, to issue a General 
Order stabilizing prices, wages and 
salaries affecting the cost of living.” 
The same Order created the Office 
of Economic Stabilization and pro- 
vided for a Director of Economic 
Stabilization, which position Justice 
James F. Byrnes held until replaced 
by the present Director, Judge Fred 
M. Vinson. 

The Executive Order expanded 
the controls over industrial disputes 
by bringing all industries and all 
employees under the jurisdiction of 
the Board, which related to volun- 
tary or agreed-upon adjustments, as 
distinguished from disputed issues 
such as wages. The Order also cov- 
ered arbitration cases, impartial um- 
pires, etc., by bringing their deci- 
sions under review by the Board. 
The Order was but a part of the 
Act, which was entitled “An Act to 


Amend the Emergency Price Con- 
trol Act of 1942, to Aid in Pre- 7 
venting Inflation, and for Other 
Purposes,” and gave the Director — 
broad powers “... relating to the © 
control of civilian purchasing power, — 
prices, rents, wages, salaries, profits, ; 
rationing, Habsities: and all related : 
matters—all for the purpose of pre- 
venting avoidable increase in the 
cost of living.”” He was also given 
power to issue directives on policy — 
to the Federal departments and ~ 
agencies concerned. In the final an- 
alysis, the Director of Economic — 
Stabilization has veto power over — 
decisions of the War Labor Board - 
on issues which affect the national — 
economy, especially in regard to i 
wages, since wages have such an 
important part in the economic — 
structure. 3 


: 


Decentralization of the National 
War Labor Board 


The work of the National War 
Labor Board has been decentralized — 
into 12 Regions. The regions do not — 
follow any geographical pattern, nor — 
do they coincide with any previously — 
established districts, such as the © 
Federal Reserve Districts. Instead, — 
they were worked out and set up by 
the National War Labor Board © 
more on the basis of the amount of 
industry in a labor market area. The — 
districts embrace as many as 8 states 
(Region X: Georgia, North Caro- 
lina, South Carolina, Florida, Ten- 
nessee, Alabama, Mississippi, Vir- — 
ginia) or as few as 1 state (Region — 


*Amended Emergency Price Control 
Act of 1942, Pub. No. 729 (77th Cong. — 
[Oct. 2, 1942]). 


} 


<XI—Michigan). Illinois is one of the 
six states in Region VI, the other 
states being the two Dakotas, Wis- 
tonsin, Minnesota, and Indiana. 

_ Each District has a Board whose 
ripartite structural organization and 
‘unctional setup are the same as 
‘hose of the original National War 
Labor Board, which is located in 
Washington. The Board in Wash- 
ngton exercises a supervisory, pol- 
cy-making control over the District 
Boards, which operate within a gen- 
tral framework prescribed by it. 
Zach Regional Board is autonomous 
vithin the general framework of the 
Acts under which it operates. Its 
lecisions and directives are final and 
yinding but subject to review, on ap- 
yeal, by the Board in Washington. 


Functions of a Regional Board 


| As a result of the Anti-Inflation 
Legislation of September, 1942, and 
he subsequent Executive Orders, 
he War Labor Board has the stu- 
vendous responsibilities of (1) main- 
aining industrial peace, and (2) ad- 
ninistering wage and_ salary 
tabilization. The problem of main- 
enance of industrial peace is in 
eality the problem of a peaceful 
ettlement of any grievance which 
nay arise between management and 
abor. The authority of the Board 
O process any dispute has been chal- 
enged by Montgomery Ward & 
company, whose contention is that 
he powers of the War Labor Board 
re applicable only to war industries. 
“he Company contends that it is en- 
aged in retail business and there- 
ore not subject to the jurisdiction 
f the Board. The scope of the 
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Board as presently constituted is not 
limited. In New Jersey, a case in- 
volving a municipality was handled 
by the Regional Board, and since 
the passage of the Smith-Connally 
act the chances of anyone’s effec- 
tively challenging the scope of the 
Board appears remote. 

Wages constitute the number one 
cause for grievances and the Board 
processes two kinds of wage adjust- 
ments. The first (known as Form 
10) is one in which the parties agree 
to a voluntary wage advance. The 
second—and the one which causes 
more trouble—is the result of the 
inability of labor and management 
to agree to a change in wage. The 
problems entailed in wage stabiliza- 
tion will be discussed in a subse- 
quent issue of this quarterly. There- 
fore, that subject will receive only 
brief mention here, any discussion 
thereof being merely incidental to 
other items which frequently give 
rise to disputes between manage- 
ment and labor. 


A Typical Case 


The various steps and stages fol- 
lowed by the War Labor Board can 
best be illustrated by taking a typical 
but hypothetical case and following 
it through from its inception to a 
final directive order by the Board. 

The Producers Corporation, here- 
inafter referred to as the company, 
has a contract with Local 123; which 
is an affiliate of one of the large 
national unions. Under the terms of 
the contract Local 123, hereinafter 
referred to as the union, serves 
notice 30 days before the expiration 
date of the contract that it wants 
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certain changes in the new contract. 
The changes demanded are: 

1. Increase in wage rates. 

2. Union security. 

3. A night-shift bonus. 

4. Vacations with pay. 

The unions frequently make other 
demands in addition to those in the 
above list, but these four are the 
most common. It is also possible 
that a union might already enjoy 
one or more of the four; hence its 
demands might exclude some of 
these and include other demands on 
seniority, profit-sharing plans, check- 
off of union dues, etc. 

The company, on notice from the 
union, begins negotiations in ac- 
cordance with the contract or other- 
wise, and in the course of time 
notifies the union that it cannot 
meet the demands. If the dispute can- 
not be resolved by the parties them- 
selves, either or both may then invite 
a conciliator from the Concilia- 
tion Service of the U. S. Department 
of Labor, who will hear the argu- 
ments of the parties and then at- 
_tempt to effect an agreement. Or, the 
War Labor Board may appoint an 
arbitrator if the parties agree to 
arbitration but are unable to agree 
upon an arbitrator. The arbitrator’s 
award is final and binding on both 
parties after review by the Board. 
The procedure usually followed is 
the enlistment of the services of a 
conciliator of the U. S. Department 
of Labor. If conciliation fails, the 
case is certified to the Board and 
permission is asked by the parties to 
present the dispute before a tri- 
partite panel. 

The dispute is reviewed in the Dis- 
putes Section to ascertain whether 
it is the type of dispute which should 


be heard by the War Labor Board. 
If it is found to be a fitting subject 
for the Board, it is then assigned a 
case number and scheduled for a 
tripartite panel hearing at a date 


and place convenient to the parties. 


It is through the report of such a 
panel that the case finally comes ‘| 
before the Board. ‘ 

The tripartite- -panel system was 
set up with the view of allowing the 


parties a full opportunity to present 


the items in dispute. The panel con- 
sists of one person who represents ~ 
management, another who repre- 


sents labor, and a third who repre- ~ 
sents the public, serves as chairman 


during the hearing, and writes the 
final report. The case is presented 
either by the international repre- — 
sentative of the union, the local — 
president, the workers themselves, 
the lawyer for the union, or a 
combination of any or all of the © 
above. The same is true of manage- 
ment. The plant manager, the man- 
ager of labor relations, the owner, © 
or the company lawyer may present — 
the case for management. The im- 
portant thing is to secure a full, 
factual report on the issues; who- 
presents it is a matter of no con- 
cern to the panel. After the panel — 
hearing is completed, the delibera- — 
tions on the points in dispute begin. 
In general, the chairman endeavors — 
to get a unanimous panel recom- 
mendation on the points at issue; 
however, he is not always success- 
ful. Usually all three members of 
the panel agree on all issues when 
they are clearly within the policy 
established by the Board. At times, 
however, a panel member will dis- 
agree on an issue, possibly because — 
of his own prejudices, or because 


the recommended practice is or is 
aot followed in his own company or 
anion, or because he fears his com- 
nitment might be prejudicial to the 
dest interests of his own company 
Ir union. The chairman, theoreti- 
sally, should be bound by no such 
restrictions. It is his duty to know 
he general policy of the Board and 
0 interpret the present case in the 
ight of that policy. His position 
‘requently is the determining one, 
n case the labor representative and 
‘he representative of industry are 
inalterably opposed on an_ issue. 
Since the public panel member is 
‘elected from the ranks of neither 
abor nor management, it is his re- 
sponsibility to hear and weigh, along 
vith the other panel members, the 
joints as presented in the hearing 
ind as analyzed by the panel mem- 
ers. The panel members who rep- 
vesent industry and labor are ex- 
yected to draw upon their knowledge 
md experience and thus contribute 
-enerously to the analysis and final 
lecision. The panel report to the 
Z30ard carries much more weight 
vhen it is written in the light of the 
tonsidered judgment of the mem- 
vers who hear and report unani- 
nously upon the merits of the case, 
1iot as their own prejudices dictate. 
In any event, a panel report is 
ubmitted to the Board, and then 
assed through the Wage Analysis 
Division if wages are involved, for 
hecking and final recommendations 
9 the Board, and through the Dis- 
utes Division for checking on is- 
ues other than wages. The case is 
nalyzed and briefed by either or 
oth Divisions and presented to the 
30ard for its decision. The findings 
nd the report of the Board take 


the form of a Board Directive Or- 
der which is sent to the parties. If 
the adjustment is a voluntary one 
and within the policy of the Board, 
no problem of enforcement is in- 
volved. If the adjustment is one that 
failed in negotiation and is finally 
decided upon by the Board, then an 
enforcement of the decision follows. 
In any event, the Directive Order is 
final and binding upon both parties. 
Violations of the order carry heavy 
penalties of a $5,000 fine and/or 
imprisonment. Under the Executive 
Order of August 16, 1943, the Di- 
rector of Economic Stabilization 
may apply sanctions. The dues of 
the union may be held in escrow 
and any benefits, privileges, or rights 
of the non-conforming union may be 
withdrawn. The penalties which may 
be levied upon the company may 
take the form of withholding of 
priorities, benefits, or privileges ex- 
tended, or contracts entered into, 
until compliance has been effectu- 
ated. The Man Power Commission 
may be asked to modify or cancel 
draft deferments or employment 
privileges. An extreme penalty is 
seizure of the plant. 


The Items in Dispute 


The hypothetical case involves 
four items, the first being wages. 
The union must substantiate its de- 
mands for an increase on any one 
or a combination of the following 
points. 

1. The “Little Steel” Formula, or 
an increase of 15 per cent over 
the average straight-time houriy 
earnings of January 1, 1941. 

2. Inequities and gross inequali- 
ties within or between plants of 
the area. 
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3. Substandard wages. 
4. Effective prosecution of the 
War. 

If any one of the four points can 
be established, the panel will recom- 
mend that upward adjustments be 
made in the wage rate. The prob- 
lems which confront the Board on 
matters of wages will be discussed 
in the subsequent article, to which 
reference has already been made. 

The second point in dispute is 
that known as “Union Security.” 
This issue has come before the 
Board many times in the form of a 
request by the union for some pro- 
vision which will make membership 
in the union a condition of employ- 
ment. Some unions have asked for a 
closed shop, which requires the em- 
ployer to hire only union members, 
or a union shop, which requires all 
employees to become members of the 
union within a certain time after 
they are hired. 

The Board has consistently re- 
fused to order either a closed-shop 
or a union-shop agreement. How- 
ever, the Board has recommended 
that agreements which had been vol- 
untarily made by the parties at a 
previous date remain undisturbed. 
If a union or closed shop was al- 
ready in effect, the recommendation 
that the agreement remain in force 
is not to be construed as a recom- 
mendation for a closed shop or union 
shop. 

The Board has granted union se- 
curity, so-called, by what is known 
as a “maintenance-of-membership” 
provision. One of the earliest in- 
stances in which maintenance was 
granted by the War Labor Board 
was in the Marshall Field & Company 
(Spray, North Carolina) Case (Case 


No. 10, February 25, 1942)2 The 
Board directed the parties to include 


in their contract a provision that, 
as a condition of employment, pres- 


ent and future members of the — 


Union should remain members of 


the Union in good standing for the 
duration of the agreement. 


The decision of the Board in this 


case was not unanimous. Likewise 
the decision, being, as it was, some- 


what of an innovation, is still not — 
Board — 


unanimously supported by 
members or the public at large. It 
was modified to some extent by a 
so-called “15-day escape clause,” 
which was first incorporated in the 
decision of the Ryan Aeronautical 
Company Case (Case No. 46, June 
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18, 1942). The clause used in this — 
case reads “All employees who, 15 © 
days after the date of the Directive — 


Order of the National War Labor © 


Board in this case, are members of 
the Union in good standing in ac- 


cordance with the constitution and : 


by-laws of the Union, and those em- 


ployees who may thereafter become — 


members shall, as a condition of em- 
ployment, remain members of the 
Union in good standing during the 
life of the agreement.” The 15-day 
period gives the employee an oppor- 
tunity to resign from the union. If 
he does not resign within the 15 
days, he is obliged to keep his union 
membership in good standing, as @ 
condition of employment. 

The Board has not granted main- 


*The very first case in which main- 


tenance of membership was given was 
in the Snoqualmie Lumber Co. Case, 
(Certification No. 21, April 23, 1941.) 
This award was made by the Na- 
tional Defense Mediation Board which 
awarded maintenance to 8 other con- 
cerns. 
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tenance of membership promiscu- 
susly. The purpose of the mainte- 
jance clause was fundamentally for 
orotecting unions from hostile man- 
igement. It was intended as an aid 
o responsible leadership in guar- 
mteeing that there would be no 
‘raiding of union ranks” by rival 
anions, a practice which would actu- 
lly hurt both labor and manage- 
ment. It was not a commitment by 
he Board to force a union shop or 
1 closed shop. It simply required 
that one who was already a union 
nember must keep in good standing, 
or one who joined the union there- 
ifter must remain a member in good 
ttanding, for the duration of the 
igreement. In a sense, maintenance 
»£ membership was granted to the 
mions in exchange for their no- 
‘trike pledge. It is to the advantage 
xf management, as well as labor, 
that the ranks should not be allowed 
o disintegrate and that production 
hould be maintained. Its corollary, 
herefore, is protection against raids 
"y hostile unions and management. 
Asa rule, maintenance of member- 
hip has been granted a union when 
t was shown to be a respectable, 
rustworthy organization, which by 
esponsible leadership and no work 
teppages had earned union security. 
Che opposite is also true. The Board 
las denied maintenance of member- 
hip to unions which are new and 
intried, which have demonstrated 
inreliability, which have engaged in 
york stoppages or broken the no- 
trike pledge, or which have com- 
nitted overt acts against the recom- 
nendation of their leaders. They 
ave clearly not earned maintenance 
f membership. The Board has, in 
ome instances, not absolutely turned 


down the union request for union 
security, but has put the union on 
probation for 6 months, during 
which period it would have an op- 
portunity to demonstrate that it was 
a reliable union. The converse has 
also been true. The Board has re- 
voked the maintenance clause in 
cases in which unions have violated 
their pledge and engaged in work 
stoppages. 

The maintenance-of-membership 
provision is not a closed issue so 
far as management is concerned. 
The decision in some cases has been 
resisted by management (notably, 
in the case of the U. S. Gypsum 
Company and the Shell Oil Co.), 
which contends that maintenance of 
membership plus “preferential hir- 
ing,’ so-called, has in effect 
amounted to a closed shop. The 
President in a very pointed remark 
in November, 1941, said “The Goy- 
ernment of the United States will 
not order nor will Congress pass 
legislation ordering a so-called closed 
shop.” Many employers feel that 
they have had unionism forced upon 
them by granting to a union main- 
tenance of membership, which ap- 
pears innocuous but which has, in 
effect, forced them to accept a prac- 
tice to which they have been unal- 
terably opposed, but to which they 
are now an accessory in fact, if 
not in principle. Generally speaking, 
the industry members of the Board, 
both national and regional, have op- 
posed union security although in 
some cases they have voted unani- 
mously for union maintenance and 
in other cases unanimously against 
it. Since this issue is such a crucial 
one to both labor and management, 
as well as to the public, in peace, as 
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well as in war, a policy which is 
rather consistently opposed by one- 
third of the Board members does 
not seem to be compatible with the 
best interests of the national econ- 
omy. The Board will not grant a 
closed shop to the union nor an open 
shop to the employer, hence the 
maintenance issue clearly merits 
further analysis before it becomes a 
fixed policy for the National War 
Labor Board. 

The third issue presented to the 
panel is a bonus for night-shift 
work. Heretofore, there has been no 
standard practice in industry of pay- 
ing workers on either one or both 
shifts. Now and then a strong union 
has been able to get a small premium 
for night-shift work, and in some 
cases the employer gave such a 
bonus voluntarily. 

It has now become a common 
practice to ask for a night-shift 
bonus or premium in practically 
every case in which night work is 
performed. The policy of the Board 
has generally been to grant such a 
bonus if it is a general practice in 
other plants or industries in the 
area. The physical and social dis- 
advantages incident to night work 
have also been taken into account 
by the Board; however, the prac- 
tices in the industry, the area, and 
other plants of the company have 
been the primary considerations in 
deciding the issue. 

The amount of the bonus varies 
in accordance with the practice of 
the industry and the area, the sec- 
ond shift usually receiving more 
than the first. Today a bonus will 
be approved by the Board only when 
the shifts do not rotate. The 
amount awarded to the first shift 


will usually run from 3 to 5 cents 
per hour, or perhaps 3 to 5 per cent — 
of the hourly earnings. The second- 
shift bonus runs from 7 to 10 cents, — 
or it may be figured as a percentage — 
of the hourly rate. In no instance, 
however, does the Board regard the © 
night-shift bonus as a general wage — 
increase, nor does it enter in 
computations on the cost-of-living © 
formula. 

The granting or refusing of a 
night-shift bonus is not a life-and- 
death matter to either the employees 
or the employer. As a rule the em- — 
ployer opposes it because it increases 
his labor cost, whereas the employee 
would like to have it to offset some- 
what the unpleasantness of working 
through the night. There is no ma- 
jor controversy hinging on the bonus 
as there is on some other issues © 
before the Board. 

The fourth issue presented to the 
panel in this hypothetical case is a 
union demand for a vacation with 
pay for its membership. This re- 
quest has usually been granted; 
however, the Board has frequently 
denied requests for extending vaca- 
tions when the existing plan was — 
reasonable. The usual award is one 
week’s vacation with pay, or its 
money equivalent, for those whose 
service has been more than one year 
but less than five years with the 
company. The week’s pay is based 
on a 40-hour week when such is the 
work week, or on 48 hours when 
such is the standard work week. 
Employees with more than five 
years’ service are usually given two 
weeks’ vacation with pay based on 
an 80-hour period, or on 96 hours 
if 48 hours is the standard work 
week. 
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In the case of vacations, as in the 
ase of a night-shift bonus, the prac- 
ce in the area and in the industry 
considered in granting or denying 
acation plans. The timing of vaca- 
cons is always considered in the 
ght of maximum uninterrupted pro- 
ction. Since vacations are granted 
| governmental agencies, it would 
irdly be consistent for the Board 
'refuse vacations with pay. 


The Issues Realistically 
Considered 


The Board has tried to apply the 
rious yardsticks to wages and to 
ae any increases which were con- 
stent with the “hold the line” 
ylicy of keeping both wages and 
‘ices down. The pressure to “break 
Lough” has been much greater 
jan is generally realized. In periods 
the upswing of the business 
irve, labor has made its pressure 
ost felt and has likewise registered 
; largest gains. The other issue 
nich. is tremendously significant 
‘om the standpoint of labor, but not 
important in our price structure, 
‘that of union security. 

‘More Federal legislation advan- 
zeous to organized labor has been 
acted under the present adminis- 
ition than under any previous ad- 
inistration. The right to union- 
ation is a clearly established 
inciple of law. No one can prevent 
dor organizations from attempting 
organize the employees of a con- 
rn. If they are organized the is- 
es then become local in that the 
aployer and the employees have to 
‘tle the issue of open or closed 
op. The granting of “mainte- 
nce of membership” has led many 


employers to resist the decision of the 
Board on the ground that it virtually 
amounts to forcing the union on both 
the employer and the employees, who 
may not be so union-conscious. The 
employers contend that union mem- 
bership should not be a “condition of 
employment,” for the reason that 
it has nothing whatever to do with 
production and violates the consti- 
tutional right of a man to do as he 
chooses in joining a union, church, 
lodge, or any other organization. 
The union-security policy of the 
Board is presently being challenged 
by certain corporations, notably the 
United States Gypsum Company, 
and the Shell Oil Company (Wood 
River, Illinois, plant). The United 
States Gypsum Company is still de- 
fying the order of the Board which 
granted union security (Case No. 
761) on six grounds which have 
been publicized widely throughout 
the United States. Montgomery 
Ward & Company also refused to 
accede to a maintenance award 
(Case No. 192, November 5, 1942) 
which was finally carried to the 
President, who ordered the Company 
to abide by the decision. The Com- 
pany is now in open defiance of the 
order and is challenging the funda- 
mental principle of union security 
which it accepted under duress. The 
Shell Oil Company case is a very 
significant one which will probably 
be a final test case. The Company 
followed a policy of preferential 
hiring, which in effect means that 
a job will be filled by a union mem- 
ber if the Union can supply one; if 
it cannot supply a man, then the 
Company seeks elsewhere for an ap- 
plicant who may or may not be a 
Union man. The Board granted a 
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maintenance clause (May 5, 1943) 
which, when considered with the 
preferential hiring means, for all 
practical aspects, that management 
has been forced to accept a closed 
shop despite the President’s order to 
the contrary. It has been pointed out 
that industry members, both of the 
Regional Boards and of the Board 
in Washington, have voted rather 
consistently against the union-se- 
curity principle. It appears that their 
attitude in opposing the principle of 
maintenance of membership amounts 
to the same as the attitude of labor 
members in attempting to “crack” 
the Little Steel Formula. An un- 
compromising attitude on the part 
of the two groups on the Board does 
not help the cause of industrial 
peace. 

The other issues which come be- 
fore the Board are unimportant in 
comparison with wages and union 
security. The union requests are 
usually granted about as they are 
made. They represent gains to the 
union and not always losses to the 
employer. The employer can demand 
quality and quantity performance 
from the union and, as a rule, gets 
it. The employer can demand that 
the union contract be adhered to, as 
can the union. Union leadership has 
generally been responsible, and even 
though it may have driven a hard 
bargain in the contract, it tends to 
live up to its contract in letter and 
spirit. , 

The work of the War Labor 
Board has been slowed down by the 
parties who bring into the disputes 
every unresolved item. Many minor 
issues are presented to the panels 
and then to the Board which have 


no bearing whatever on the War o 
its successful prosecution. Both the 
unions and management have in this 
way taken advantage of the Board 
and asked it to decide many issues 
which should have been resolved 
by collective-bargaining procedure. 
This practice has been stopped to — 
some extent by a careful “screen- 
ing” process which discards, or re- — 
turns to the parties, issues of . 
trivial nature which the parties 
should handle by bargaining. Like- 
wise, the work of the Board has © 
been augmented by the hundreds of © 
appealed cases, for virtually every 
award is appealed by the unsatisfied — 
parties to either the Regional Board — 
or the Board in Washington. . 
The most disturbing element of all — 
from the standpoint of the national” 
economy is the attempts to break 


“hold the line” order and the “Little — 
Steel Formula.” The attitude of © 
unions on this issue is not without — 
merit, for the government has not — 
been able to hold prices either by — 
price ceilings or by passing a sub-_ 
sidy law. The relationship between — 
prices and wages now is not the — 
same as it was when the rol 
was set up. Prices have increased, as” 
everyone-knows, but the granting of 
wage increases only helps to ac-_ 
centuate the problem. Union leader-— 
ship is aggressive and must show” 
results. The regularly constituted — 
governmental agencies are set up 
for an orderly adjudication of the 
issues in dispute. Only a very short-_ 
sighted labor leadership would cit-— 
cumvent the law in order to gain its 
own ends when the fate of the 
nation is at stake. Public opinion 
must still be reckoned with, despite 


ompact union ranks. The state or 
1e nation is still bigger than any 
nion. 


The Sixth Regional Board 


_ The foregoing discussion, although 
eneral in nature, applies to the 
oard of the VIth Region. That 
ody does not differ from the 
\oard in any other Region; only in 
‘ope and number of cases involved 
pes this Region differ from others. 
egion VI is the largest ordnance 
ea in the world. It covers the 
eart of industrial America. The 
nion leadership of this area is prob- 
oly the most aggressive in America 
ad, as a result, it is the most com- 
etely organized area. The indus- 
jial diversification of the area in 
2acetime is second to none: it has 
ideed been a fertile field for union- 
ation. 

‘Since March, 1943, the VIth Board 
as received 850 disputes cases. Up 
» November 1, 1943, some 300 of 
te cases had been closed by direc- 
ve orders of the Regional Board 
- by agreement. At the same date 
vere was a backlog of “unfinished 
1siness” of about 550 cases, or six 
ionths’ work at the present rate 
f output. The VIth Region Board 
so carries the heaviest load of 
ay of the 12 regions in both dis- 
ites cases and voluntary wage ad- 
istment petitions. This represents 
yout 33 per cent of the disputes 
use load, and about 25 per cent of 
ie voluntary wage adjustments 
form 10) load of the entire 
ysuntry. The case load of this Re- 
ional office alone is many times 
reater than the total number of 
ises handled by the old National 
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Defense Mediation Board in the 
several months of its existence. If 
the persons involved in cases before 
the Board had more understanding 
of the amount of work before the 
Board and the time necessary for 
processing a case, they would have a 
better appreciation of the agency. 

Industrial peace cannot be main- 
tained by a governmental agency. 
The entire history of labor relations 
both in this country and abroad has 
demonstrated the impossibility of 
legislating industrial peace. The 
carefully drawn compulsory arbi- 
tration laws of Australia, New Zea- 
land, and Canada did not work even 
under most favorable circumstances. 
Likewise, the laws enacted by the 
states of Colorado and Kansas for 
the purpose of aiding in the settle- 
ment of labor disturbances failed to 
accomplish their purpose. The mere 
enactment of legislation which for- 
bids strikes will not prevent strikes. 
The recent Smith- Connally bill, 
which makes strikes illegal, has 
already been challenged and, despite 
the severe penalties provided in the 
Act, we have seen the strike weapon 
employed. It seems that the most 
that can be expected from govern- 
mental agencies is the service of an 
impartial umpire who will apply the 
rules of the game. The rules, there- 
fore, for the time being must be 
determined in the light of victory in 
war. In peace the rules must be ar- 
rived at in a conciliatory spirit 
which is fair and equitable to the 
parties and to the public as well. 
The challenge of maintaining in- 
dustrial peace in either peacetime 
or war is second only to the chal- 
lenge of production itself. 


Business in Government 
M. H. HuntTeER 


Department of Economics, University of Illinois 


FEW years ago our economic 
IN system was severely stricken. 
At once there arose those 
who knew the cause of the malady 
as well as the remedy. “Take the 
government out of business;” “Re- 
turn to -free enterprise;” “Less 
government in business and more 
business in government.” Such were 
the prescriptions freely offered to 
revive the ailing patient, and such 
are the prescriptions offered, as well, 
as a tonic to prevent relapse. 

We are not here concerned with 
the proposals to take the government 
out of business and to return to free 
enterprise, except to remark that 
they are catchy phrases designed to 
influence the unwary, but really 
meaning nothing. To take the gov- 
ernment out of business would mean 
that the post office, the highways 
and bridges, education, and the pro- 
vision of protection to person and 
property would revert to private en- 
terprise. Free enterprise would mean 
no interference by government in 
any sort of private activity. Yet 
would the advocates be willing to 
start with the abolition of protective 
tariffs—a form of government inter- 
ference which has done more to di- 
vert business from its natural chan- 
nels than any other? Doubtless the 
most rugged of the rugged individ- 
ualists would balk at some sug- 
gestions for free enterprise. But 
what about more business in gov- 
ernment ? 


“Business” in government implies — 
the application of the same prin-~ 
ciples of economy and efficiency ing 
the operation of government that — 
apply to operation of private busi- — 
ness enterprise. Most modern 
businesses of any size are operated — 
by departments and, for purposes of © 
analysis, it may not be too inaccu- — 
rate to consider government as one ~ 
of the departments of business, for — 
if the services of government ceased — 
these would have to be provided by — 
business. Not only may government — 
be considered a department of busi- — 
ness, but it is an exceedingly impor-_ 
tant one when we consider the per- © 
centage of the earnings which must — 
now be turned over to government — 
and which will have to be turned — 
over to it for years to come. Why 
should not the businessman be as 
much interested in the economical — 
and efficient operation of the depart- 
ment of government as of any other 
department of his business ? 

In order to get some basis upon 
which to form judgment, assume 
that we have called in an efficiency 
expert from Timbuctoo to investi- 
gate our department of government 
in respect to the degree of economy 
and efficiency with which it is oper-. 
ated. His report is before us and we 
note several findings. ‘ 

Economy and efficiency in a busi- — 
ness are defeated if it is depart- 
mentalized to such an extent that a 
marked overlapping of functions re- 


—o 


[16] 


ilts. In government we have about 
95,000 subdivisions, consisting of a 
ederal government, states, counties, 
wnships, municipalities, school dis- 
iets, road districts, health districts, 
igation districts, drainage dis- 
is. sanitary districts, weed con- 
ol districts, etc. 
\In the organization of these sub- 
visions it is impossible to detect 
ty rhyme or reason. Take the 
rty-eight states—just what merit 
)there in forty-eight, no more and 
» less? Here are Texas with an 
lea of 263,644 square miles and 
aode Island with 1,067 square 
les; New York with a population 
| 13,500,000 and Nevada with a 
as of 110,200. It seems evi- 
nt that neither area nor population 
's been of much significance in the 
‘termination of the states. In fact, 
1790 the largest state was only 
xty times the size of the smallest, 
ereas at present the largest is two 
indred and fifty times the smallest. 
| 1790 the most populous state had 
population only twelve times that 
| the least populous, whereas to- 
y that ratio is one hundred and 
‘enty-two to one. 
When it comes to counties the 
cord is still more perplexing. The 
-gest county in the country, San 
srnardino in California, contains 
‘er 20,000 square miles; four coun- 
s in Virginia have but one square 
le each. Even within the same 
ite the area and the population of 
> counties vary greatly. In Cali- 
rnia, for example, in comparison 
th San Bernardino County with 
20,000 square miles, San Fran- 
cco County has but 45 square 
les; in Nevada, Elco County con- 
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tains over 17,000 square miles but 
Ormsby County has only 141 square 
miles. In Illinois the population of - 
Cook County is 4,063,000 and that 
of Putnam County is but 5,200; in 
California the population of Los 
Angeles County is 2,786,000 and that 
of Alpine County is only 323. 

When it comes to townships, 
school districts, and other minor 
political jurisdictions no generaliza- 
tion can be made which will apply 
from state to state. In Illinois, for 
example, townships are found in 
only a part of the counties; twenty- 
six of the other states do not have 
such governmental units. There is 
no apparent explanation of the fact 
that some states have many school | 
districts and others only a few. 

In total number of political sub- 
divisions Illinois takes the lead with 
15,629, consisting in part of the 102 
counties, 1,436 townships, and 12,129 
school districts; Georgia has a total 
of 754 units, with 159 counties, no 
townships, and 1,250 school dis- 
tricts; Nevada has a total of 364 
units, with 17 counties, no town- 
ships, and 282 school districts.’ 

Just why all these political juris- 
dictions have been arranged as they 
are is of no concern to the expert. 
His findings, however, compel him 
emphatically to recommend—in the 
interest of economy and efficiency— 
elimination and consolidation among 
these 165,000 political units. But, 
being from Timbuctoo and unfamil- 
iar with the hold which the present 


Most of these statistics are taken 
from compilations by William Ander- 
son in The Units of Government in the 
United States, published by Public Ad- 
ministration Service, Chicago. 
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arrangement has upon the people, 
he does not realize the obstacles in 
the way of accomplishing his recom- 
mendation. 

When we established the Federal 
Reserve System we divided the 
country into twelve districts. As- 
sume that investigation would show 
that we could have just as effective 
state government—or perhaps a 
great deal more effective—if we had 
only twelve states, with boundaries 
corresponding to those of the bank- 
ing districts. We would then need 
but twelve state governors and other 
state officials, etc., etc., with a total 
saving of millions of dollars an- 
nually. But what is the use of sug- 
gesting twelve states, or twenty-four 
states, or forty-seven, no matter how 
great the economy and efficiency to 
be attained thereby? Just try getting 
the present New England states to 
combine in a new state “Economy” 
and see how far you will get. Or try 
to get Rhode Island and Connecticut 
to combine, or New Jersey and Del- 
aware, or any other two states! 

So far as the number of states is 
concerned, what’s the use? But what 
about a reduction in the number of 
counties, townships, municipalities, 
etc.? The evidence indicates that a 
' great gain in economy and efficiency 
would thereby result. Experience 


gives us here a little hope and en-— 


couragement, but not much. Some 
eliminations and combinations have 
been effected but most of them have 
been forced rather than voluntary. 
Try to get two or more counties to 
combine and thereby eliminate, to 
effect greater economy and efficien- 
cy, one or more county seats and one 
or more sets of county officials. Even 


though the existence of township 
government is comparatively limited, 
try to abolish it where it still exists 
and you are treated as though you~ 
sought to take away a God-given — 
heritage. Then we have our twin- 
cities and tri-cities, with complete 
duplication of municipal functions 
and with a Chamber of Commerce 
for each to boost its growth ahead — 
of its rivals. i 
How long shall we, the owners 
and operators of our business, con-_ 
tinue to permit such obvious dupli- 
cation of effort in the department of 
government? Only, perhaps, until 
we feel we can no longer afford it, 
and that time may be close at hand. — 
In his report our expert advises, 
that, in regard to personnel, he finds” 
we do not exercise the same care in — 
checking the qualifications of the 
employees in the department of gov-— 
ernment as in the other departments — 
of our business. He finds that a can-_ 
didate for a position in the produc- 
tion department, if he is to be em- 
ployed, must know something about ~ 
engineering; in the sales depart- 
ment, something about advertising — 
and selling; in the records depart- 
ment, something about accounting. 
In the department of government, — 
however, too frequently the only 
necessary qualification of a candi-~ 
date for a job is that he have the” 
proper political clearance papers. 
How many of us have shown real 
concern about qualifications of the 
candidates who seek election or ap- 
pointment to public offices as our 
employees, the salaries of whom 
must come from our pockets? Are 
all those who seek to become town- 
ship, county, municipal, or state 


| 
ure sufficiently versed in book- 
‘eeping and accounting that they 
an keep an intelligible set of books? 
snd likewise with the other public 
obs for which we seek employees— 
0 we check the qualifications there- 
or, or are we satisfied with political 
dorsement as a prerequisite? 
'A few years ago I was asked to 
ecommend a man to do research in 
n important state agency, being as- 
ared that politics would make no 
afference. I made the recommenda- 
jon, and the qualifications of the 
ndidate were checked and re- 
ecked. Everything was fine until 
| was discovered that several years 
reviously he had, as a member of 
ne “X” party, acted as precinct 
pmmitteeman, whereas the “Y” 
arty was now in power. Since the 
hairman of the “Y” county commit- 
xe refused to endorse him, the ap- 
ointment of this capable candidate 
vas blocked. In the case of a similar 
equest from Washington, negotia- 
ons finally reached the stage where 
ae endorsement of a certain .con- 
ressman were demanded. Imagine 
ae reactions of the thoroughly 
ualified candidate when he was 
yld by the congressman: “I don’t 
are how much you know; I don’t 
are what you can do; I don’t care 
* you do belong to the “Y” party; 
‘yhat I want you to be able to show 
ie is, what have you done for me?” 
To what extent are we willing to 
suntenance inadequate qualifica- 
ons and inefficiency in our public 
mployees in order that political 
ebts shall be paid? We are respon- 
ble for the answer; we pay the 
ills. 


What sort of recognition, more- 
over, do we give to our public em- 
ployees? We take a man into our 
production, sales, or accounting de- 
partment and, as he continues to 
make good, we increase his salary 
and give him a longer tenure of em- 
ployment; if he proves to be no 
good, we fire him. Civil Service, of 
course, to some extent is expected 
to insure proper qualifications in our 
appointed public employees. In prac- 
tice, however, it does not extend to 
nearly all candidates, does not ade- 
quately examine to determine the 
qualifications possessed, and may 
even perpetuate the unqualified in 
office. In some instances, moreover, 
we provide that the employee shall 
be hired only for a definite time and 
that he cannot succeed himself in 
office. Thus, the constitution of the 
state of Illinois provides that county 
treasurers and sheriffs cannot suc- 
ceed themselves in office. Type of 
service rendered, under such stipu- 
lations, cannot be a basis upon which 
to decide whether we want to con- 
tinue the service of the employee. 
From his standpoint, moreover, lit- 
tle incentive exists for him to seek 
to render the most efficient type of 
service. 

Too frequently we have looked 
upon our public employees as if we 
were conferring a favor upon them 
by giving them a job rather than 
that we are hiring them to render a 
service to us, and hence expect them 
to render at least value received. If 
more voters had the latter view- 
point, we would not so frequently 
hear the expression, “Well, I am 
going to vote for Jones for————; 
Smith has held the office long 
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enough.” When are we going to re- 
quire the same standards of ability 
in each of the departments of our 
business and give the same degree 
of recognition to it? 

The expert reports finally, that, 
in every department except that of 
government, he is able to discover 
the relation of receipts to expendi- 
tures, whether deficits or surpluses 
have arisen, and just what has hap- 
pened to each dollar of the funds 
with which the owner is concerned. 
In other words, he has discovered an 
intelligent use of budgeting, account- 
ing, and auditing in all departments 
other than government. Without 
these, moreover, he could not judge 
accurately as to the degree of ef- 

ficiency and economy with which 
operations were being carried on. 

A noted financier remarked, about 
1930, that businessmen should thank 
the Federal government for having 
inaugurated the corporate income 
tax, for they were much better pre- 
pared, as a result of it, to withstand 
the depression than they otherwise 
would have been. He did not mean 
that the necessity for paying the tax 
had worked the change, but that the 
necessity for calculating the tax had 
forced businessmen to adopt recog- 
nized principles of accounting. In 
many cases, it has been asserted, the 
savings which resulted from read- 
justments suggested by the revela- 
tions from adopting proper account- 
ing methods more than equaled the 
tax. However that may be, it cannot 
be denied that the proper use of 
budgeting, accounting, and auditing 
will make for a more stable business 
structure. 


The department of government, 
especially as it is exemplified in local 
governmental units, has lagged la- 
mentably in this respect. In recent 
years states have begun to require 
a uniform use of budgets, accounts, — 
and audits for local political units, 
but this is far from being a general — 
requirement. Where this is not done, — 
it is generally impossible to get any 
accurate information on expendi- 
tures and revenues or to tell to what 
extent funds have been used for 
purposes other than those for which 
they were intended. If budgets, ac- 
counts, and audits of a recognized 
standard are essential for the intelli- 
gent operation of the other depart- 
ments of business, they are just as 
vital to the intelligent and efficient 
operation of the department of gov- 
ernment. 

How long will we who pay the 
bills continue to accept without 
noticeable protest the glaring lack of 
economy and efficiency in govern- 
ment? Only as long as we can af- 
ford it, and that may not be much 
longer. Whatever our deficiencies in 
methods of operation, we are not 
driven to be greatly concerned about 
them so long as our returns continue 
to bring us a comfortable margin 
above costs. In recent years, how- 
ever, government has continued to 
take a larger and larger share from 
the total returns of the business en- 
terprise, and it will continue to take 
a large share. No longer, then, can 
we afford to neglect its methods of 
operation, but it is high time for us 
to be on the alert and to insist that 
we have “more business in govern- — 
ment.” 


Fundamentals of Rationing 


E. R. Dittavou 


Introduction 


| ALMost two years of rationing 
Nes been experienced by the 
| American people. For the 
rst time in history the distribution 
f a sizable list of consumer goods, 
‘hich the people have been accus- 
omed to buy more or less at will, 
as by law been severely restricted. 
‘eginning with one commodity, the 
st has been expanded to the point 
there the items included normally 
ormed a large segment of the or- 
inary family budget. In addition to 
ationing, several consumer goods 
ave disappeared entirely from the 
larket because the original supply 
as been exhausted and production 
as been suspended. Rationing, along 
‘ith other procedures, has taken its 
hace as part of our wartime planned 
conomy. Some vision a continua- 
‘on of rationing for a considerable 
2riod of time following the cessa- 
on of hostilities. Much attention 
| being devoted to postwar plan- 
ng, both national and international, 
hich might conceivably include ra- 
oning in some form as a phase 
1ereof. The problem of expanding 
le present list of rationed items to 
clude many additional commodities 
constantly confronting us. 

Our individual estimate of the 
sefulness of rationing over an ex- 
nded period, our concept as to the 
ems which should logically be in- 
uded among rationed goods, and 
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our sympathy with, or criticism of, 
any plan which proposes a continua- 
tion of rationing is bound to be in- 
fluenced by the degree of our under- 
standing of the fundamental objec- 
tive sought at present through ra- 
tioning and a careful weighing of 
the results to date as effected by the 
means now in use. 


Causes for Rationing 


Assuming at the outset that scar- 
city of certain commodities has a 
material bearing on rationing, the 
objective to be accomplished cannot 
be comprehended fully unless the 
cause, or causes, for the scarcity are 
manifest. The factors which com- 
bine to induce shortages may be said 
to result either from enemy inter- 
ference with supply or from a gov- 
ernment program, largely the result 
of war, which definitely plans to 
limit production of certain commod- 
ities, or to reduce the supply avail- 
able for civilian consumption, as an 
aid to our common defense. 

It is general knowledge that en- 
emy forces have interfered in two 
distinct ways with our supply of 
certain commodities. They have 
taken over certain sources of supply 
that were formerly available to us, 


‘and they have interfered seriously 


with our shipping facilities. Our 
supply of rubber has been materially 
affected by cutting off the source, 
and the supply of several fruits has 
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been reduced by shipping difficulties 
encountered. 

Shortage of supply for most of 
our rationed commodities is the di- 
rect result of economic planning 
indulged in by the Federal govern- 
ment as an effective aid in the prose- 
cution of the war. Man power and 
production facilities became vital to 
the production of the essentials of 
war. Automobile production centers 
had both trained man power and 
plant facilities, and possessed a 
ready faculty for conversion to war 
production of trucks, tanks, and 
many other types of ordnance sup- 
plies. Much the same was true of 
other types of manufacturing plants. 
Since production for purposes of 
war became imperative, production 
for civilian consumption of items 
formerly produced in these plants 
was severely curtailed or entirely 
discontinued. Therefore, the prod- 
ucts of these concerns, such as cars, 
trucks, typewriters, and stoves have 
been husbanded, and, through the 
process of rationing, are being made 
available where it is thought they 
can be used most effectively. 

The production of many articles 
was not discontinued, but the de- 
mands of the armed forces for them, 
or for the raw material, man power, 
and plant facilities essential for their 
production, were such that only a 
limited supply remained available 
for civilian consumption. In certain 
fields production has been stimulated 
by improved methods, new ma- 
chinery, money incentives, and ap- 
peals to patriotism, but in spite of 
this the potential demand greatly 
exceeds the supply set apart for 
civilian use. The government took 


cognizance of the potential supply 
surveyed the demands likely to be 
made on the supply by the various 
agencies, definitely planned to set 
aside only a limited quantity for sale 
to civilians, and proposed to ration — 
this. Products in. this category in- — 
clude most of the rationed items— 
farm machinery, processed foods, 
gasoline, and shoes being illustrative. — 

Governmental planning for pro- 
duction and distribution may pos- 
sibly have taken into account two 
other factors which have not been 
openly avowed, namely, the preser- 
vation of our natural resources for 
future generations, and a studied 
attempt to reduce the list of items © 
available for purchase in order that 
an increased portion of our spending — 
power might be available for taxes 
and the purchase of government” 
bonds. The war has made an inor- 
dinate demand upon our natural re- — 
sources. It may be that in the plan- 
ning of production for civilian — 
consumption some effort is being 
made to husband our material re-— 
sources for use in future years. 
Likewise, part of our economic plan- 
ning may contemplate that the cost 
of the war should be met in part” 
before some of our normal desired 
and wants are satisfied. The less that ‘ 
is spent for the satisfaction of con- _ 
sumer wants, the more there is 
available for financing the war. Tom 
what extent, if any, the planned 
scarcity is induced by this objective 
is not at present apparent. 

When enumerating those factors 
which tend to create a shortage, one 
must not overlook lend-lease and the 
attempt to alleviate suffering in 
those countries formerly dominated 
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y our enemies. The extent to which 
ve feel obliged to relieve the plight 
f these people has a very pertinent 
ffect upon the supply available for 
‘ur Own consumption. 

| The increased purchasing power 
esulting from improved wages, 
acreased employment, and longer 
7orking hours has had its influence 
pon scarcity. A supply which was 
dequate under normal conditions 
5 now inadequate in many instances. 
Soth the supply and the variety of 
ood consumed by a family of very 
aodest income is likely to be modi- 
‘ed substantially as its income is 
iaterially improved. Much the same 
aay be said of clothing and other 
‘ems normally included in the fam- 
y budget. 

| In passing, mention may also be 
rade of the fact that rationing of 
ertain items tends to increase the 
‘emand for other items, if the pur- 
hasing power is left undisturbed. 
Desire frustrated at one point tends 
9 find expression in some other 
eld. Therefore, the demand. for 
ubstitutes or commodities of an en- 
irely different nature develops and 
new scarcity arises. Rationing, of 
‘self, tends to induce scarcity in 
ew fields and thus causes an expan- 
ion in the list of items presently 
ontrolled. 

Any over-all plan for rationing 
qust take into consideration all of 
he factors which tend to create a 
hortage. Only those supplies are 
vailable for rationing which remain 
fter all agencies of the government 
ave their claims against the com- 
10n stockpile determined. This has 
rought forth the remark from the 
fice of Price Administration that 


it, itself, has been rationed before 
rationing by the Office begins. 


Objectives to Be Attained 


Granted that a shortage exists, 
what is expected of rationing ? Some 
have said that the major objective 
of rationing is to equate demand and 
supply—to make them equal. To a 
very limited extent this may be so, 
but it may be fallacious to say that 
a demand ceases to exist because 
law has made it impossible to satisfy 
the desire. The demand persists, but 
a procedure has been established for 
determining which part of the de- 
mand for the limited supply shall be 
satisfied. Equalization of supply and 
demand is only one phase of ration- 
ing and leaves one with a very in- 
adequate picture of the ultimate goal 
to be achieved. 

The true objective to be attained 
through the rationing of any com- 
modity is either (1) to accomplish 
the distribution of the rationed item 
to those who can render the maxi- 
mum service to society through its 
use, or (2) to distribute equitably 
and fairly a limited supply among 
the many who desire it. The first of 
these goals is sought to be accom- 
plished through the medium of a 
priority type of rationing. Thus, 
when a scarcity of automobile tires 
developed, it was deemed advisable 
to limit their sale to certain groups 
only, the groups to include only 
those who, through the use of the 
tires, could make a maximum re- 
turn to society. Consequently, war 
plant workers, doctors, police ofh- 
cers, mail carriers, farmers, and a 
few others laid claim to the entire 
quota which was allotted for a par- 
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ticular period. Local boards, whose 
quotas were often insufficient _ to 
meet the demands of all the groups, 
exercised discretion in the issuance 
of certificates among the various 
groups, and even within a particular 
group, hoping thereby to make the 
most effective use of the limited 
supply. As our supplies of crude, re- 
processed, and synthetic rubber in- 
creased, the list of those eligible for 
tires was expanded. Priority ration- 
ing of consumer goods is a form of 
specific rationing, later described, 
and has been applied to tires, auto- 
mobiles and trucks, typewriters, bi- 
cycles, rubber boots, farm machin- 
ery, and, in some respects, gasoline. 
Distribution of such commodities is 
presumed to be made only to those 
persons whose use thereof contrib- 
utes more or less directly to the 
improvement of our common lot. 
The real objective to be attained 
by rationing of most goods is a fair 
and equitable distribution of a lim- 
ited quantity among the many who 
desire it. In a period of peace, scar- 
city soon brings about an increase 
in the price charged for the scarce 
article and, ultimately, a point is 
reached where supply and demand 
at the high price level become equal. 
Since free enterprise is operative, at 
such times, the profit motive soon 
induces increased production, and 
the force of competition, within a 
relatively short period of time, 
drives the price down to a point 
where an increased supply makes the 
commodity available to more and 
more people. Under war conditions, 
freedom of enterprise is curtailed 
and the scarcity is largely the result 
of war activities. Increased pro- 


duction is impossible and the short- 
age is likely to continue for the 
duration or longer. Consequently, it 
would be exceedingly unfair to per-_ 
mit the laws of economics pertaining 
to price to have full play. 

The imposition of price ceilings © 
is not an adequate remedy since — 
retailers of scarce commodities have 
long-established friendships, old cus- 
tomers are likely to be preferred, — 
and limited purchasing power pro- — 
hibits many from hoarding whereas 
others with a greater purchasing 
power are impelled through the urge 
of self-protection to hoard beyond ~ 
current needs. The objective of ra- — 
tioning is to eliminate any inequities 
and to compel an equal sharing in — 
the sacrifices incident to war. If war — 
causes the available supply of canned ~ 
goods to shrink, all consumers should ~ 
be equally affected by it. Thus, no 
class of society, having purchasing 
power sufficient to satisfy its needs, 
is in any less favored position than — 
any other group, disregarding, of 
course, possible black and gray mar- 
kets. The limited supply is, through 
rationing, made available exclusively 
for the satisfaction of needs rather 
than the gratification of wants or 
desires. Through this temporary — 
form of planned economy combined 
with intelligent frugality, it is hoped 
to keep every one healthy and sufh- 
ciently happy under war conditions 
to induce continued cooperation. 


a. 
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Available Procedures 


Equitable distribution of a limited 
supply could be accomplished by 
any one of three devices, namely, 
value rationing, specific rationing, 
or point rationing. Value rationing © 


] 


‘volves imposing a dollar limit on 
ie amount of money which may be 
sent by any person for a particular 
ommodity, or group of commodi- 
2s, within a given period of time. 
electing shoes as our example, a 
erson might be permitted to spend 
more than eight dollars for shoes 
fchin a given period. Some coun- 
ies have felt that value rationing 
j to be preferred in such cases, 
‘ewing it as more equitable than 
yecific rationing. This method of 
tioning has the support of manu- 
icturers of low- priced shoes, since 
tioning by the pair has caused 
ime shift in purchase from the 
w-priced line to the higher-priced 
ae, the latter presumably better 
ult and thought to be more dur- 
ile. Thus far, however, value ra- 
oning has not been employed by 
is country. 
Specific rationing operates on the 
sumption that the need for a par- 
tular item is essentially uniform. It 
sregards age, class, individual 
stes, and purchasing power, in- 
ilging in the presumption that each 
irson requires substantially an 
ual amount of the product within 
-given time. Consequently, each 
ember of society is accorded the 
portunity of purchasing the desig- 
ited quantity through use of cer- 
in coupons issued to him. Specific 
tioning appears to be fair and 
uitable only if the item is basic, 
choice is nonexistent since sub- 
tutes are not available, and if all 
msumers need substantially the 
iount allotted. Specific rationing 
s been applied to coffee, sugar, 
oes, and, to a limited extent, to 
ating oil, stoves, and gasoline. So 


long as comparable or allied com- 
modities are not rationed, specific 
rationing appears fairly equitable, 
but, to illustrate, should other items 
of clothing ultimately be rationed, 
shoes might better be included, along 
with other clothing, as one item in 
a group. All priority rationing is 
specific in character, but certain 
buyers are given a superior claim 
against the available supply, or may 
be accorded the privilege of acquir- 
ing a greater quantity within a given 
time than others are entitled to 
receive. 

Point, sometimes called group, ra- 


_ tioning involves the formation of a 


group of commodities, the assign- 
ment of a point value to each item 
in the group, and the establishment 
of a maximum number of points 
which may be spent by any person 
within a given period of time for 
the commodities included in the 
group. It presupposes rather com- 
plete information about the quantity 
of all the rationed items that will be 
available for private consumption, 
careful analysis of potential sub- 
stitutes for scarce items to the end 
that only related items may be in- 
cluded in a particular group, and a 
detailed study of the buying habits 
and customs of the people. Point 
values for the various commodities 
should be set just high enough to 
maintain equilibrium between the 
available quantity and the demand 
at the particular point value. If 
experience demonstrates that the 
consumer is willing to forego a 
larger quantity of a substitute in 
favor of the more expensive point- 
value item than the economic plan- 
ner had estimated, a revision of 
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point value is demanded. When the 
established point value affects the 
supply of a particular commodity 
adversely, it is necessary to increase 
its point value enough to compel the 
buying public to accept substitutes 
in satisfaction of a portion of the 
prior demand. Conversely, if at the 
established point value certain items 
do not sell, it becomes necessary to 
reduce their point value or, as has 
been true in a few instances, to 
remove them temporarily from the 
rationed group. 

Group rationing, wherever its use 
‘is practicable, is superior to specific 
rationing on at least two counts. 
First, it gives to the consumer. a 
greater freedom of choice. Instead 
of presuming that each individual 
needs or desires equal quantities of 
all items, it recognizes differences 
in taste and permits the individual 
to indulge his tastes within certain 
limits. At the same time it is equi- 
table and fair, since the total number 
of points to be expended is equal 
for all. Second, group rationing in- 
directly does take cognizance of the 
difference in needs. The person 
whose work is such as to require a 
greater abundance of food than 
others is in a position to satisfy the 
need by expending his points for 
foods of lower point value. Since 
many of the foods having low point 
value will substitute readily for 
those having a higher value, the 
real need of the individual has been 
satisfied. 


Effective rationing of any kind 
presupposes the ability to contro 
distribution of the rationed property 
to the extent necessary to meet the 
quota assigned for civilian consump- 
tion. This is much simpler in other 
countries than it is for us. In Eng- 
land, much of the food supply and 
raw material is imported, thus per-_ 
mitting the government to exert 
some control at that point. In many — 
countries, the cartel has become an 
important medium of distribution, 
and offers a point at which distribu- 
tion may be controlled. In our coun- 
try, it is much more difficult to con- 
trol either production or distribution. 
Black markets, so-called, can more © 
readily develop in a country such 
as ours, if consumers support them. 
Those responsible for establishing — 
the quota that will be available for 
civilian consumption must take this” 
into consideration, and make certaifl 
that the supply will be adequate to 
meet the quota established for each 
individual. If, at any location, sup-— 
ply is inadequate to meet the legal- 
ized demand, rationing is subject to 
rather severe criticism, and adjust-~ 
ments are necessary. 2 

With these fundamentals of ra-_ 
tioning in mind, one is in a position 
to weigh its effects, measure intel-_ 
ligently the extent to which its ob- 
jectives have been attained, and con- 
sider such economic changes as are 
now apparent from its use. 


The Tariff Issue Is Important Today 


‘T was after midnight and Ray 
_ Bowen, economics professor, 
+ and his father-in-law, George 
oring, a successful glassware ex- 
utive, were just concluding an all- 
ening argument about the relative 
erits of tariff and free trade. You 
1ow which side each was support- 
g. But the businessman had the 
st word: “Yes, Ray, I follow your 
gic as to the economic evils of 
riffs, I realize the benefits of 
ecialization and all that, but I 
Ul cannot agree with you. What 
ju overlook entirely is the all-im- 
irtant fact that I am in the glass 
siness.” 

(Basically the tariff controversy 
ils down to just that, a conflict 
tween the general and the par- 
ular. The economist has one basic 
gument and it is virtually unan- 
‘erable, namely, that tariffs lower 
e standard of living by separating 
e consumer from the most efficient 
ioducer. Unfortunately the con- 
mer does not know of the bar- 
‘ins he is missing and shows little 
incern; in fact, his academic de- 
nder may rather bore him. The 
isinessman, on the other hand, has 
e basic motive, and it too is un- 
swerable, namely, that lower tar- 
3 threaten his business with addi- 
nal (foreign) competition and may 
en ruin him. To justify tariffs he 
3 devised numerous arguments, 
ne of them sound for particular 
cumstances but most of them only 
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plausible, as will be pointed out 
shortly. 

Let us look briefly at some of the 
high points of an argument over the 
tariff. The economist would prob- 
ably lead off with his argument 
that through free trade we obtain 
the economies of specialization. He 
might point out that in-a village 
some men will farm, one may be a 
grocer, another a doctor, another a 
shoemaker, another a mechanic, etc., 
and that by specializing and trading 
more will be accomplished and in a 
more efficient manner than if each 
tried to do his own farming, shoe- 
making, and so on. He would add 
that this principle applies between 
cities, states, and even nations. In 
Illinois we find it profitable to im- 
port our oranges from Florida and 
California, and people in those states 
import steel and meat from Illinois. 
Yet we could grow oranges in hot- 
houses and residents of California 
or Florida could make steel out of 
the very low grade of ore they have. 
But if we grew oranges in hothouses 
we would have to spend so much 
effort on the undertaking that we 
would have much less time and 
money for other things. If the dif- 
ference in expense between a home 
product and a distant product is 
great, people can see the common 
sense of trade, but in case the 
difference in expense is small, as, 
for example, between English and 
American chinaware, many persons 
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do not realize that the same principle 
applies. And that is doubly true if 
the distant source is a foreign land. 

At this point the tariff advocate 
is apt to reply with this argument, 
“Tf you buy chinaware in England, 
the English firm has the business 
and the money, but if you buy your 
chinaware in America then we have 
the business and the money.” Such 
a statement overlooks a number of 
vital facts. First, whoever gets the 
money presumably works hard pro- 
ducing the china and deserves his 
pay, no matter on which side of the 
ocean he lives. Second, greater ef- 
ficiency, measured by cheaper cost 
for the same quality article, likewise 
deserves encouragement wherever 
found. Third, we can hardly expect 
to export to England unless we im- 
port. The business of international 
trade has been likened to a piston 
which must move in both directions 
to keep going. Indeed, if we did not 
expect to receive something in return 
for our products, it is unlikely that 
our keen interest in exporting would 
long continue. In short, if we are 
reluctant to import we end up in a 
situation in which the foreigner has 
our goods and his too. That was the 
ease. at- the close of the 1920's. It 
may be true again after this war. If 
we hope to collect on the principal 
and interest of money loaned abroad 
we must let the debtor nations send 
goods into this country to get credits 
to pay their debts. Foreign nations 
don’t have, and may never have, 
enough gold to pay those debts; so 
payment must be made by credits 
arising from the shipment of goods. 
England, a creditor nation for dec- 
ades before World War I, recog- 


nized this principle, acted on it by 
keeping her tariffs low, and did not 
suffer. That must be the policy of 
any creditor nation that hopes to 
collect. 

Our tariff champion, not to be 
easily rebuffed, may shift his ground 
and maintain that we cannot hope 
to compete with the cheap labor of 


countries like Japan, Mexico, Italy, 


Belgium, or even Germany. This 
argument probably has a larger fol- 
lowing than any other. It also con- 
tains a certain element of truth. 
For example, in over two centuries 
of experimentation we have never 
found a way to compete with 
France, Italy, or Japan in the mak- 
ing of raw silk. The production of 
raw silk requires much cheap labor. 
In producing handmade articles 
which require cheap labor we are 
likely to be at a disadvantage. We 
may as well recognize that fact, but 
we need not deplore it. After all, we 
have compensating advantages that 
the cheap-labor nations lack. Virtu- 
ally all goods are the result of the 
joint contributions of three agents 
of production —land (including all 
natural resources), labor, and capital 
(basically tools and equipment). We 
have natural resources superior to 
those possessed by most other na- 
tions of the world. In 1937, for ex- 
ample, we were the world’s leading 
producer of coal, iron, copper, lead, 
zinc, and petroleum. Other countries 
stand in awe of our tremendous 
natural wealth. But even more than 
our resources, the people of foreign 
lands envy and fear our capital, that 
is, our great supply of tools, dyna- 
mos, and intricate modern machines. 
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- And most of all, as demonstrated by 
this war, they respect the ability of 
our chemists and technicians to keep 
us a few jumps ahead of the people 
abroad who soon buy or even copy 
those machines. Thus the United 
States is found to lead in the pro- 
duction of articles which can be 
standardized and stamped out by 
machinery or put on an assembly- 
line basis. It is largely because of 
these tools and techniques that the 
American workman receives higher 
pay than his foreign competitor. 
Americans produce more, hence can 
be paid more, than foreign workers. 
They may not work any harder, but 
because of better equipment their 
output is greater. That, not a tariff, 
is the basic secret of our higher 
wages. 

“Well, anyway,” says the incor- 
rigible tariff enthusiast, “the tariff 
is necessary to protect our existing 
wage level.” That too is only partly 
true. Once again we have the con- 
flict of the general and the particu- 
lar. Remove the tariff and what will 
the situation be? If an industry, say, 
for example, the beet sugar industry 
of Colorado, cannot face foreign 
competition and survive, obviously 
those working in it will become un- 
employed. It should not be glibly 
assumed that they will quickly be 
absorbed by another industry. De- 
prived of a market for their skills, 
under normal peacetime conditions 
the workers may be fortunate even to 
find a decent lower-paid job. Those 
men clearly lose, and so do the in- 
dustries and occupations whose 
goods and services they formerly 
purchased. But, on the other hand, 
if we now import more sugar we 


must pay for it by increased exports, 
say of automobiles, and that means 
that more automobile workers will 
be hired elsewhere in the country. 
Thus, to maintain a protective tariff 
on beet sugar and to reduce our de- 
mand for foreign sugar may deprive 
potential automobile factory workers 
of their jobs and the industries and 
occupations whom they would pa- 
tronize of their business. The ques- 
tion then arises whether the sugar 
workers’ loss is greater or less than 
the automobile workers’ gain. Pre- 
sumably they about balance. But 
that is not the end of the story. If 
Colorado beet sugar is protected, 
that host of forgotten men, the 
American consumers, lose too. They 
pay more for their sugar and so 
must either consume less or, what is 
more probable, reduce their pur- 
chases of other goods. True, this 
may amount to only a few cents a 
month per person. But multiply a 
few cents a month by the millions 
of sugar consumers and the result 
is many millions of dollars. And 
multiply this by several dozen other 
industries that cannot exist without 
a protective tariff and the result is 
billions of dollars. This represents a 
considerably lowered standard of 
living for each individual. He is 
unable to buy freely in the market 
where his dollar will purchase the 
most. This is contrary to American 
ideals and traditions. It has been 
through favoring the more enter- 
prising worker, through forcing 
people by competition to become 
more efficient, and through reducing 
costs and prices that the American 
standard of living has improved 
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fourfold since the days of George 
Washington. 

Perhaps our tariff friend is now 
anxious to end the debate. So he says 
that the whole tariff controversy is 
greatly exaggerated since at best 
only about 10 to 15 per cent of our 
peacetime trade is foreign. Again 
we have a half-truth. Although our 
domestic trade is severalfold greater 
than our foreign trade, nonetheless 
that foreign trade —$5 billions in 
1938—was second only to England’s 
in the world and not a poor second 
either. Moreover, the foreign market 
is vitally important to some indus- 
tries, while other domestic industries 
lean almost entirely on certain raw 
materials which we do not produce 
at all. For example, in 1935-36 these 
industries sent abroad the following 
percentages of their output: 


PNUILOMODILES science sce. e 8.0 
Refined mineral oils....... 9.9 
Agricultural machinery... .10.6 
Gannedssalmonecccsesiecc: 5 E7, 
Office. appliances.......... 232 
Mirra ttypantseeceries stces 29.2 
Copperserehnedss ssa. ]- SYA 
ING EYeaGs IGEN po omonaaode 33.4 
Phosphates cock eee 52.8 
Giumisnositinseeeene enn 54.8 
(CONICS AGeatbacadacooate 56.1 


And, on the import side of the 
ledger, before the war we secured 
abroad virtually all of the follow- 
ing: tin, rubber, coffee, tea, cocoa, 
jute, flax and similar fibers, nickel, 
platinum, and sugar. In short, our 
foreign trade is undoubtedly im- 
portant and any barrier that re- 
stricts it, as a tariff does, deserves 
serious consideration. If we raised 
our tariff walls high enough we 
could undoubtedly exclude virtually 


all foreign goods and make our 
foreign trade still less important rel- 
ative to domestic trade. And, con- 
trariwise, if we lowered our tariff 
walls more foreign trade, both im- 
ports and exports, would be stimu- 
lated and the foreign trade would 
accordingly be more important rela- 
tive to domestic trade. When it is 
recalled that the average import rate 
on dutiable goods was about 38.2 
per cent in 1938 and that about one- 
third of our imports were dutiable, 
the wonder is that our foreign trade 
amounted to as much as it did. 

Finally our pro-tariff friend may 
say that nearly all businessmen 
favor high tariffs and ask whether 
that does not cause the economists 
to pause and reflect whether such a 
vast majority of “practical” men can 
all be wrong. The economists’ reply 
will be that in nearly every case 
the businessman or manufacturer is 
thinking specifically of his own in- 
dustry, that as an individual pro- 
ducer he will gain by a protective 
tariff, like our glass-maker, but that 
the people of the nation collectively 
will lose. The many half-true argu- 
ments of the pro-tariff side are 
largely camouflage to cover the de- 
sire for the greater gain that will 
come from operating a protected in- 
dustry. 

“Furthermore,” adds the econo- 
mist, “the virtual unanimity within 
the economics profession on the de- 
sirability of lowering our tariff walls 
is also reason for you tariff advo- 
cates to pause and reflect.” He con- 
tinues half apologetically and yet 
with pride, “You are often puzzled 
to find some economist support for 
almost any crackpot scheme that 
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comes along. You may conclude that 
economists are long-haired, bird- 
brained theorists. Then you find that 
there are other economists on the 
other side of each question and still 
others on the fence. At that point 
you may raise your opinion of them 
far enough to subscribe to the say- 
ing of a certain wag some years ago 
that if all the economists were laid 
end to end they would not reach a 
conclusion but it might be a good 
idea anyway. The truth is that the 
economics profession is no purer 
than many other professions. You 
would readily admit that any patent 
medicine manufacturer can find some 
quack, or even some honest but mis- 
guided doctor, to advocate his prod- 
uct. Indeed, the medical profession 
is more fortunate than the econom- 
ics trade, for a man must have an 
M.D. to practice medicine, whereas 
the number of self-styled economists 
who lack a Ph.D. in economics is 
legion—which probably explains a 
lot. Yet, despite this situation, the 
vast majority of economists agree 
that our tariffs should be consider- 
ably lowered and some would virtu- 
ally eliminate them. In 1930, when 
the high Smoot-Hawley tariff was 
handed to President Hoover, over 
1,000 prominent economists peti- 
tioned him to veto it. Last spring, 
1,500 economists signed a plea that 
the Reciprocal Trade Agreements 
Act be continued unchanged. In 
1936, an agent of the American 
Liberty League circulated a ques- 
tionnaire on current economic issues 
at the annual meeting of the Ameri- 
can Economic Association. To the 
question, “Do you favor a reduction 
of the tariff?” 220 replied “yes” and 


only 18 “no.” Opinion was more 
evenly divided on all but one other 
question. And economists are free of 
bias on the tariff question unless it 
be as intelligent consumers. 

At this point perhaps the polite 
but inwardly annoyed tariff advo- 
cate inquires with just the slightest 
touch of acidity whether tariffs are 
ever justified or whether they are 
always an evil. He does not believe 
that he can be completely wrong, 
and he isn’t. The economist assures 
him that there are several fairly 
acceptable pro-tariff arguments. Per- 
haps the best known is the infant- 
industry argument, namely, that a 
young, inexperienced, and hence 
higher-cost industry should be pro- 
tected from the competition of older 
and perhaps ruthless foreign rivals. 
Such an argument was valid a cen- 
tury ago when we were cutting our 
industrial teeth and England was the 
world’s leading manufacturing na- 
tion. But now that we are the world 
leader it is only occasionally appli- 
cable. 

Another respectable pro-tariff ar- 
gument is, that a first-class or even 
a second-class power today must 
have its home sources of certain key 
war materials like steel, copper, 
aluminum, and petroleum, if it is at 
all possible. These facilities must be 
had even at the cost of protecting 
the industries by a high tariff which 
results in high prices to consumers. 
It is one of the costs of national 
defense. Such an argument is basi- 
cally military or political rather than 
economic but it is doubtless valid in 
the present dangerous world. Be- 
cause of the vast natural resources 
of this country, however, we have 
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few key industries that really need 
such protection. 

A third reasonable pro-tariff argu- 
ment is that tariffs are a necessary 
temporary protection against what 
is known as “exchange” dumping. 
There has been much of that in the 
past decade and we are among the 
guilty. Exchange dumping may arise 
from the devaluation of a country’s 
monetary unit. Let us take an ex- 
ample. In 1932, both this country 
and France were on the gold stand- 
ard. Our dollar contained 23.22 
grains of pure gold and the French 
franc contained .9 grains of pure 
gold. The par of exchange, obtained 
by comparing these two figures, 
was approximately 25 francs to the 
dollar, or 4 cents to the franc. A 
Frenchman who bought an American 
car selling for $1,000 would have to 
pay 25,000 francs to buy the $1,000 
to buy the car. An American who 
bought French wines worth 25,000 
francs would have to put up $1,000. 
Then in January of 1934 the size 
of our gold dollar was reduced to 
13.71 grains of pure gold, while the 
French france remained unchanged. 
The new par of exchange, obtained 
by comparing these two figures, was 
approximately 15 francs to the dol- 
lar, or 6.7 cents to the franc. Now 
let us see how that change affected 
Frenchmen who bought automobiles 
in America or Americans who 
bought wines in France. The do- 
mestic prices of automobiles and 
wines remain unchanged but the 
prices to foreigners have markedly 
altered because of the devaluation 
of the dollar. The Frenchman may 
now buy a $1,000 American car for 
only 15,000 francs. While many in- 


dividuals jump at the opportunity, 
the French automobile industry, you 
may be sure, screams in anguish. At 
the same time American connois- 
seurs of French wines must now put 
up $1,690 (to be exact) for what 
formerly cost them only $1,000. 
Some even give up the luxury. The 
New York and California wine 
growers accept the change with a 
smug serenity that is not difficult to 
understand. We may be certain that 
if the whole situation were reversed 
American manufacturers would de- 
mand protection against an influx of 
goods that was due to a shift in the 
par of exchange. And they would be 
eminently justified. But, as it turned 
out, American manufacturers were 
given a 69 per cent additional pro- 
tection by our devaluation of the 
dollar. True, that protection dimin- 
ished as our prices at home rose, 
and was also reduced to the extent 
that other nations had previously de- 
valued their units or did so later. 
Nonetheless, devaluation acted as a 
substantial tariff increase. 

A fourth valid pro-tariff argument 
is that we can scarcely afford to 
lower or eliminate our tariffs unless 
other nations do the same. Without 
reciprocity, if we eliminated our 
tariffs and other nations kept theirs, 
we would find ourselves in the posi- 
tion of a seller in a buyer’s market. 
In other words, we would be anxious 
enough to buy foreign goods but 
would find it constantly necessary to 
make concessions to our foreign 
customers in order to make the sales 
to secure the foreign exchange to 
pay for our purchases. Germany 
before World War II and the South 
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before the Civil War were in sub- 
stantially this predicament. 

Last of all, the tariff side may say 
that, wisely or foolishly, we and the 
world do operate under tariffs; to 
eliminate them or even to reduce 
them drastically would expose mil- 
lions and billions of dollars of in- 
vestments to ruinous competition 
and bring on a depression of great 
magnitude; so it is best to leave 
matters as they are. Such an atti- 
tude overlooks entirely the boom 
that would occur in our efficient in- 
dustries which were ruining the 
foreign inefficient ones, ignores the 
benefits that would accrue to con- 
sumers, and represents a singularly 
unprogressive outlook. Still the view 
is not without merit. Obviously, any 
tariff reduction should take place 
gradually to permit established mis- 
fit industries either to liquidate 
their investments or to improve their 
methods. 

If tariffs are to be reduced, it 
seems that this country might well 
lead the way. We are the world’s 
greatest industrial nation; we are 
also the world’s greatest creditor 
nation. We led the way in raising 
tariffs after World War I, but by 
the Reciprocal Trade Agreements 
Act of 1934 we have already taken 
a step back in the right direction. 
We have made reciprocal agree- 
ments with 27 nations since that 
year and have reduced the average 
ad valorem duties on dutiable prod- 
ucts from 46.6 per cent in 1934 to 
38.2 per cent in 1938, the last pre- 
war year. This amounts to about a 
one-sixth reduction in duties in five 
years, which is a commendable be- 
ginning. Temporarily it was more 


than offset by the devaluation of the 
dollar, already described, which had 
the effect of a substantial rise in 
tariff for a decade or more. In the 
long run, however, the Reciprocal 
Trade Agreements Act could have 
the more profound effect on world 
trade. 

The plan of the Reciprocal Trade 
Agreements Act is relatively simple. 
The President has the power to raise 
or lower any tariff duty by as much - 
as one-half, but the total change 
may not exceed one-half. He 
may not put dutiable goods on the 
free list or free goods on the duti- 
able list. Let us take an imaginary 
illustration. If the duty on wines 
is lowered in a treaty negotiated 
with France, it is automatically 
lowered on wines from all other 
nations with which we already have, 
or in the future may conclude, re- 
ciprocal trade agreements. That is 
the so-called “most favored nation 
clause” and is one of the plan’s chief 
selling points. Naturally we will 
grant a reduction in duties on wines 
only to the world’s chief wine pro- 
ducer and get a comparable advan- 
tage in return for some American 
product. It would be poor business 
to grant, say to Chile, a reduction 
on wine tariffs in return for a re- 
duction in its tariff on copper-min- 
ing machinery, and then a few 
months later have to grant a reduc- 
tion to France without receiving any 
compensating advantage. The tariff 
commission has worked out each 
agreement carefully and thus far 
has done an excellent job. 

This might perhaps be considered 
a good point at which to end this 
essay on tariffs, but to do so would 
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be to overlook the vital present-day 
importance of the tariff question in 
shaping the peace to come. Tariffs 
stunt the economic and _ political 
growth of a region, create economic 
discontent and political bickerings, 
and so breed wars. History reveals 
that tariffs and economic and po- 
litical backwardness nearly always 
are companions. If this happened 
only a few times it might be set 
down as coincidence, but it has oc- 
curred repeatedly until the evidence 
has become overwhelming. Let us 
cite a few examples. China for cen- 
turies has had “likin” or local tariff 
levies, and China is both economi- 
cally and politically comparable to 
mediaeval Europe. The Balkans are 
the most backward portion of Eu- 
rope and the source of many Euro- 
pean wars—there petty states impose 
tariffs upon one another’s goods and 
strive for unattainable  self-suffi- 
ciency. England has been a leading 
nation in the world, economically 
and politically, for several centuries. 
No place in England in the eight- 
eenth century was more than 15 
miles from the ocean or from a 
navigable river flowing to the ocean. 
This fact virtually assured all parts 
of the country of free trade with 
one another at an early date. Ger- 
many did not become a nation until 
the middle of the last century; for 
centuries that region of Europe con- 
sisted of dozens of small states, di- 
minutive duchies, petty principali- 
ties, and futile free cities. Many 
historians ascribe Germany’s change- 
over to a modern nation as due in 
large part to the formation of the 
Zollverein in 1848. ‘“Zoilverein” 
means customs union. 


The American colonies led a pre- 
carious existence during the first 
decade of independence, and the 
situation was worsening as each 
colony took advantage of its right 
to impose customs duties upon its 
neighbor. New York placed duties 
on produce coming from New Jersey 
and Connecticut: New Jersey re- 
taliated by levying a heavy tax on a 
lighthouse situated within her con- 
fines but needed by ships entering 
New York harbor. It is not difficult 
to sense what a few decades of such 
squabbles might have built up to. It 
was out of a four-state convention 
called to smooth customs difficulties 
in the Chesapeake Bay region that 
our Constitutional Convention was 
born. The framers of the Constitu- 
tion forbade states to levy tariffs, 
and today the United States is the 
world’s greatest free trade area. It is 
also the world’s wealthiest nation and 
our people have one of the highest 
standards of living. Obviously, not 
all our prosperity is due to internal 
free trade, but the absence of tariff 
barriers has made possible greater 
enjoyment of our tremendous natural 
resources. If low tariffs or free trade 
have brought economic and political 
improvement to nations, why not try 
the plan on a grander scale and 
form a world-wide customs union? 
At least we should attempt to move 
in that direction. 

After the last war we tried the 
opposite method. England raised her 
tariffs during and after the war for 
the first time in two generations; 
France set up high tariffs in 1927, 
and the United States enacted high 
and then higher tariffs in 1921, 1922, 
and finally in 1930. The last was the 
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highest in our history. It ended all 
hope of a general scaling down of 
customs levies and brought retalia- 
tion from all over the world. 

Let us see the effect of this situa- 
tion upon Germany, which was the 
leading industrial nation on the con- 
tinent of Europe. By the treaty of 
Versailles she had lost control of 
16 per cent of her prewar coal out- 
put, 48 per cent of her iron ore, 
60 per cent of her zinc ore, and 26 
per cent of her lead ore. It was 
necessary to import these and other 
necessary industrial raw materials 
from abroad. To pay for them 
Germany had to send her products 
abroad to obtain the foreign ex- 
change or credits needed. This was 
difficult, since most other nations 
levied high tariffs on the products 
Germany exported. For a time Ger- 
many met this problem by borrow- 
ing, or by buying on her credit. But 
at best industrial expansion and pros- 
perity were difficult to attain and de- 
pression, when it struck, was hard. 
Is it any wonder that Germans ac- 
claimed Adolf Hitler when he recov- 
ered the Saar with its rich coal fields, 
marched into the demilitarized in- 
dustrial Rhineland, annexed Austria, 
the Sudetenland, and subsequently 
the rest of industrial Czechoslo- 
vakia, and talked of regaining 
Germany’s former colonies and of 
eventually fulfilling Germany’s des- 
tiny in the east by securing the rest 
of valuable Silesia, much of Poland, 
and the rich wheat lands of the 
Ukraine? The intention here is not 
to interpret Nazism in terms of frus- 
trated industries alone, but neither 
should this motive be overlooked. 
If it had been possible to buy the 


needed raw materials, on an equal 
basis, the driving forces behind 
German expansion might well have 
been less overpowering. The plight 
of the so-called “have not” nation is 
felt less if the people may trade 
freely and are not exploited by the 
tariffs of the more fortunate. 

If it is not easy to work up sym- 
pathy for the Germans at this point 
in world history, we need only re- 
member that our own South was 
in much this situation before 1861. 
Many historians point to the tariff 
controversy as a chief cause of our 
Civil War. Southerners sold their 
cotton largely in England and were 
faced with the choice of bringing 
back English goods and paying 
American duties (imposed by North- 
ern votes in Congress) or of buying 
higher-priced American goods. 

If tariffs cause wars and lower 
the standard of living, as they have 
a tendency to do, then we should 
make a strenuous effort to reduce 
their number in the postwar world. 
We owe that to ourselves and to 
those who fight this war. A young 
Coast Guardsman wrote in the New 
York Herald Tribune last January 
that he often received an offer of 
a lift or a drink with the remark, 
“It’s the least we can do for you 
fellows in the service.” The Coast 
Guardsman’s unspoken reaction to 
this was, “I don’t care about the 
lifts, about the drinks. Not much 
certainly. What I do care about is 
that these civilians try to plan a 
world which discourages war... 
It’s little comfort to fight for a 
drink, a lift, a glad hand. What I 
want is the future free of war.” 


yw 


At the outset of this article the 
statement was made that tariffs 
tended to benefit specific individuals 
or industries but that consumers as 
a whole lost by them more than the 
producers gained. The vast majority 
of economists would agree to this. 
The economists are reasonably un- 
biased. It is therefore contended 
that, except in a few cases, tariffs 
should be drastically reduced or 
eliminated, even if certain industries 
suffer. This war will destroy many 
American lives and ruin thousands 
of homes, yet the American people 
as a whole will benefit by the victory 
that will someday come. If world 
peace and prosperity can be made 
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more accessible at the expense of 
the profits or even the existence of 
a few misfit industries, that sacrifice | 
also would seem to be not only well 
worth making but one that should 
not be dodged. But it will not be 
an easy task, for war stimulates 
patriotism, fosters nationalism, and 
creates a desire for national self- 
sufficiency. Tariffs are a recognized 
means of attaining this self-suff- 
ciency. After the War of 1812, after 
the Civil War, and after World 
War I we raised our tariffs. But 
tariffs are often the. seeds of 
another conflict. However strong 
the urge, these seeds should not be 
planted again. 


Salaries and Wages in Illinois.—The Illinois Manufacturers Associa- 
tion recently reported that salary and wage payments in Illinois in 1942 
amounted to more than $5.5 billions, or 70 per cent of the total income pay- 
ments to all individuals and groups in the State. This figure shows a gain of 
150 per cent over the depression year of 1933. 


Vital Statistics on Small Stores.—The Department of Commerce, in 
cooperation with the Office of Price Administration, recently studied 232 
small retail stores in various parts of the United States which were either 
opened or closed since Pearl Harbor. Some of the new war developments 
which have caused the liquidation of small enterprises are shortages of 
goods, conversion of many manufacturers to war production, rationing and 
other wartime restrictions, rising operating costs, and demands for personnel 
by the armed forces and war industries. In spite of wartime conditions, many 
new stores are opening. These new firms face three main tasks, the acqui- 
sition of a suitable building or space, merchandise stocks, fixtures and equip- 
ment. Some also need to recruit dependable personnel. The stores which 
closed were usually to be found in areas with expanding war activities and 
the opening of new stores in areas without such activities—From Small Re- 
tail Store Mortality, Economic Series No. 22, Bureau of Foreign and Do- 
mestic Commerce, Washington 25, D.C. (gratis) 


